Enterprise risk management (ERM) 
Introduction
The modern dynamic business environment has been rapidly changing than ever before creating a great deal of impact on investors and corporate managers in creating, preserving and sustaining firm value. This changing environment, which is fuelled by some key forces such as; technological innovation and advancements, global financial and economic uncertainties, increased uncertainties in the helm of global politics and war-tone, global environmental issues, increased rules and regulations, increased attention on corporate governance and ethics, impact of social media on business, rapid change in the customer preferences and lifestyle, etc., among others, has created a situation of hyper competition among the business firms.
Many researchers (Ansari, 2013; Karunarathne et al. 2017; Mahmood et al., 2013; Mustafa et al., 2016; Pae, et al., 2002) , have recognized that the drastic changes and the advancements in the information technology, in particular, has created a great deal of uncertainty with respect to; the customers' perception of the firms' products; shorten product life cycle; market share; firm performance, and the long term stability of the business. In this context, the enterprise risk management (ERM) has gained an increased attention amongst the corporate managers, professionals and academics, as an effective and integrated approach to address a wider range of risks faced by the modern business organizations and to facilitate risk aligned strategic decision making for creating and preserving long term shareholder value. Despite there is an increased concern on the adoption of ERM as an integrated and strategic approach to managing risk, researchers have not been able to establish a concrete rationalization as to whether ERM supports corporate managers effectively in; identifying, assessing and responding risk exposures to enhance firm value.
Empirical evidence that has been generated by the researchers on the effect of ERM on firm performance has yielded some contradictory outcome creating a great cause of hesitation on ERM is a value driver in a competitive business environment. The objective of this study is to explore and empirically verify as to whether the adoption of the ERM has an impact on the firm performance.
Literature Review
Prior to the emergence of ERM as an integrated approach of managing risk, organizations used to manage its risk exposure on a case-by-case basis. This traditional approach to manage the risk in terms of risk silos is widely criticized by many researchers and practitioners as an inefficient and ineffective practice with lack of strategic importance.
According to Hoyt et al. (2008) , unlike the traditional approach to risk management where individual risk categories are separately managed in risk "silos," ERM enables firms to manage a wide array of risks in an integrated, enterprise-wide fashion. This modern approach to enterprise risk management is considered as an integrated and strategic approach to identifying, assessing and responding wider range of risk factors encountered by a business organization towards creating long term shareholder value. Literature of ERM provides evidence that the concept of ERM has been evolving as an integral part of corporate governance that recognized the directors' responsibility for developing and implementing a system of firm wide risk management to create and protect the shareholder value. This process was well supported by the global financial and economic including high profile corporate scandals and business failures. For instance, global economic crisis (1998, 2008) , high profile corporate scandals and business failures such as Barings Bank (1995) , Enron (2001 ), WorldCom (2002 influenced corporate leaders, professionals, regulators and academics, to take some urgent and serious actions towards establishing an effective risk management framework to protect the interest of shareholders as well as the wide range of other stakeholders.
Many researchers, practitioners and professional bodies have contributed a lot towards developing the concept of ERM in the recent past. Nevertheless, the initiative and pioneering works of the committee of sponsoring organization of the Treadway commission of the USA has played a key role towards establishing and promoting ERM as an integrated and strategic approach to effectively manage corporate risk. This modern approach to risk management recognizes that risk management as a crucial function with a great deal of strategic importance of a firm. So, in today's context ERM is recognized a process that helps firms to identify, assess and responds risk more effective and efficient way that facilitate managers in making risk-aligned strategic decisions towards enhancing long term firm value. In this context, the concept of ERM is embraced by the corporate world as a holistic and strategic approach to manage the risk facing by a business and it is expected that it will enhance the firm performance. Despite there is an increased concern on the adoption of ERM as an integrated and strategic approach to managing risk, there is a great deal of ambiguity among some of the managers who are still wishing to rely on the traditional approach and taking some reactive counter measures to address the risk factor as opposed to being proactive. This is mainly is mainly due to the fact that researchers have not been able to establish a concrete rationalization about the importance and the relevance of an effective ERM in creating and preserving firm value.
Many researchers have taken some considerable attempts to establish the proposition that ERM enhance the firm value. Prior researchers' studies on ERM -value relevance have resulted with some contradictory findings. According to Beasley et al. (2005) , in their study on "enterprise risk management: an empirical analysis of factors associated with the extent of implementation", they suggest that despite there is a substantial interest in ERM by academics and practitioners and the abundance of survey evidence on the prevalence and characteristics of ERM programs there is an absence of empirical evidence regarding the impact of such programs on firm value. According to Gates et al. (2012) , they assert that, despite there is a growing interest in ERM, there exists little research examining it. Their argument supports the idea of Beasley et al (2005) above. Monda et al (2013) states that no studies have been conducted yet to propose a robust and rigorous model to evaluate the quality and the maturity level of ERM programs implemented by firms which has induced this study, among others, to make an in-depth assessment of ERM and its value relevance for a firm. Beasley et al. (2008) has made some big contribution towards establishing and empirically verifying how the value is created through an effective ERM system. According to Beasley et al. ERM is intended to promote awareness of the sources of risks and address them by improving strategic and operational decision making and as a result of improved efficiency, firm performance should increase, volatility should decrease and cost of capital should be reduced and, consequently, increase the firm value. This argument has been supported by Liebenberg and Hoyt, 2003; Beasley, Pagach and Warr, 2007; Hoyt and Liebenberg, 2011; Pagach and Warr, 2011 by initiating empirical studies to verify the theoretical expectation that adoption of ERM has a positive impact on firm performance.
While there are some scholars supports the theoretical expectation that ERM increases the firm performance, the findings of some other researchers highlight the fact that adoption of ERM has no value implication on firm value. According to Pagach et al, (2010) , in their study on "the effects of ERM on firm performance" results fail to find support the proposition that ERM is value creating. Similarly, according to Papee et al. (2010) , Quon et al. (2012) Otieno (2012), Tahir et al. 2011 and Li et al. (2014) their findings fail to support the theoretical expectation that ERM has a positive impact on firm performance. Nevertheless, as far as the methodology used by prior researchers are concerned, it is clearly evident that ERM proponents have greatly relied on dummy variables such as; the presence of chief risk officer (CRO), risk committee, big four auditors, and the presence of institutional shareholders etc. when assessing the ERM maturity level of a business firm. Among other Liebenberg et al., 2003; Beasley et al. 2005; Pegach et al., 2011 by using indicator variables have confirmed , that the presence of the CRO/CEO, big four audit firm, audit committee, risk committee, institutional investor has a positive impact on the firm performance. Moreover, Bouaziz, 2012; Stanley, 2011; Mountiho, 2012 and Najjar, 2015 also have confirmed the above result. Nevertheless, some of these researches such as Monda et al. (2003) and Hoyt et al. (2008) have criticized recognizing the limitations of assessing ERM adoption by using dummy variables and have suggested the importance of assessing the ERM and its value relevance using a robust and in-depth model. In this context, taking the prior researchers Page12 (Monda et al. 2003; Hoyt et al, 2008; Tjahjono, 2017) directions and recommendations into consideration, this study use a survey questionnaire to assess the extent of adoption of eight key ERM functions suggested by COSO's ERM integrated framework and its impact on firm performance.
Research Methodology
Total number of companies listed on the Colombo Stock Exchange, as of 30 September 2016, represents 289 companies. Using the stratified convenient sampling method, this study uses a sample of 129 companies representing; banking and finance, insurance, diversified, manufacturing, food & beverage, and chemical and pharmaceutical industries, for the empirical analysis. A structured questionnaire was used to gather primary data with respect to the adoption of ERM practices by the observing firms. Questionnaires were distributed among respondents by post and through direct contacts. After removing the incomplete and disqualified questionnaires, 379 questionnaires were finally qualified for the analysis. For the purpose of this study, return on equity is used as a proxy to measure the financial performance of the observing firms. ROE is measured using the published financial statements that are included as an integral part of the annual report published by the respective observing firms. Annual reports used for this study are downloaded from the official website of the Colombo Stock Exchange, where those reports are freely available as a digital copy.
The ERM integrated framework of COSO recognizes that internal environment (IE), objective setting (OS), even identification (EI), risk assessment (RA), risk response (RR), control activities (CA), information and communication (IC) and monitoring (M) as the key functions, required for a company to adopt a robust model of firm wide risk management. The survey questionnaire was developed by considering the prior research works of Beasley et al. (2005) , Gates et al. (2012) , Njagi (2015) , Altermeyer (2004) to assess those key functions and a five scaled questionnaire was used. With respect to each ERM function, five statements each is given, allowing the respondents to choose among, "strongly disagree," "disagree," "neutral," "agree" and "strongly agree" on the given statements that best fit for their firm's ERM implementation context. A numerical value of 1 was assigned for the "strongly disagree" and a score of 5 is assigned to "strongly disagree" and letting the rest of the responses to receive a score of 2, 3, and 4 respectively. With respect to the dependent variable, the return of equity (ROE) is used as a proxy to measure the firm performance. ROE is commonly used as one of the popular tools of assessing the financial performance of a company. For the purpose of this study ROE is computed by dividing the net profit after tax by the closing book value of equity. Many of the prior researchers such as Hossein, and Mahdi 2009; Lo, 2003 and Brown et al., 2005 
Theoretical framework
Theoretical model that is used to conceptualize research study, which is developed based on the prior researchers' works and their directions, is given in the Figure -1 .
Regression model
In order to assess the impact of the adoption of eight ERM functions in the firm performance (ROE) and to assess the relationship between the extent of the adoption of each ERM function and the firm performance, this study develops and tests the following regression model. 
Results and Discussion of Findings
The perceived maturity level of ERM of the observing companies and firm characteristics is given in the Table  1 . In order to assess the perceived maturity level of the ERM function of the observing firms the respondents were given an opportunity to make a judgmental assessment, based on their perception, about the maturity levels of the adoption of key ERM functions by their organizations. Approximately 19 percent of the respondents stated that their firms adopt a complete ERM system which is well matured to identify, assess and control strategic, financial, operational, compliance risks and ERM is an integral part throughout the organization. Fifty seven percent of the respondents are of the view that their firms are in the process of adopting ERM and engaged in identifying, assessing and controlling strategic, financial, operational and compliance risks. This implies that approximately 76% of the listed companies in the banking &finance, insurance, diversified, food and beverage, manufacturing, and chemical and pharmaceutical industries have adopted either matured or moderately matured ERM systems. Twenty four percent of the respondents are of the view that their firms have not implemented a firm wide ERM system yet. Further, empirical evidence reveals, among the six industries, the insurance industry has the most advanced and well matured ERM system as the leading ERM adopters in Sri Lanka. Thirty seven percent of the respondents from the insurance industry are of the view that their firms adopt a matured ERM system. To the contrary 27 percent of the respondents from the banking and finance industry stated that their organizations adopt a matured ERM system, securing its position as the second best ERM adopters in Sri Lanka. Diversified industry is ranked as the third best ERM adopters in Sri Lanka and approximately 18% of the respondents of the diversified industry are of the view that their organizations have a matured ERM system.
The data with respect to the presence of CRO, big four auditors, audit committee is gathered from the annual reports. Twenty nine firms out of the total sample of 129 firms are having a designated position for the chief risk officer (CRO) who is responsible for overseeing the ERM functions. Approximately 92 percent of the firms have engaged one of the big four auditors as their external auditors. Engaging one of big four auditors as the external auditor is considered as a supportive factor for ERM implementation. Presence of institutional shareholders was visible in all most all the banking institutes. However, banking and fiancé industry as a whole shows approximately 80% of the firms had an institutional shareholder as its major shareholder. This favorably affects the shareholder activism and greater concern on the governance and risk management by Business and Social Science, Vol 6 No 6, 2017ISSN: 2147-4486 Peer-reviewedAcademicJournalpublishedby SSBFNET withrespecttocopyrightholders.
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the board of directors. Except for two companies 127 companies have an audit committee which is a vital requirement for organizations to ensure an effective internal control and good corporate governance culture. 
Descriptive statistics of the existing levels of independent and dependent variables
This section provides the existing levels of the return on equity, internal environment, risk aligned objective setting, event identification, risk assessment, risk response, control activities, information & communication and monitoring functions (see Table 2 ). This study uses return on equity as a proxy to measure the financial performance of observing companies. Karunaratne / International Journal of Research in Business and Social Science, Vol 6 No 6, 2017ISSN: 2147-4486 Peer-reviewedAcademicJournalpublishedby SSBFNET withrespecttocopyrightholders.
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Correlation Analysis
Pearson's correlation coefficient measures the strength of the relationship between two variables and is usually denoted by "r". Correlation coefficient (r) can take a range of values from +1 to -1. A correlation coefficient value of "zero" indicates that there is no association between the two variables. A coefficient value greater than 0 indicates a positive association, it means an increase in one variable will result in an increase in the other variable, vice versa. The results of the statistical analysis indicate that there is a weak relationship between the extent of the adoption of ERM functions and the firm performance. Nevertheless, before analyzing the strength of the relationship based on the correlation coefficient value, researcher must check whether there is a significant relationship between the two variables by testing hypothesis. According to statistical output as shown in the Table 3 , with respect to Pearson's correlation, all P values are greater than 0.05. This reveals that none of the ERM functions have a significant relationship with firm performance. Since, none of the relationships are significant, this study does not extend its analysis to assess the strength and the directions of the relationships between the ERM functions and the performance. Nevertheless, Pearson's correlation coefficient does not assess the causal impact of the independent variables. In order to assess the impact of the adoption of ERM on the firm performance researcher needs to analyze the regression coefficients. The output of the regression analysis is given in the Table 4 . .301
Hypothesis testing
Regression analysis valuates the significant level of impact of each factor for the determination of Return on Equity and in order to assess the causal impact of the adoption of ERM functions on the firm performance, the regression result should be analyzed by testing the hypothesis. The regression coefficient for the ERM supportive internal environment (IE) is positive, but not statistically significant (p value .169 is greater than 0.05). So, the researcher has no enough evidence to say that ERM supportive internal environment has an impact on the return on equity. This finding is consistent with Li Wu et al. (2014) where their empirical study on enterprise risk management and firm value within China's insurance industry reveals that ERM functions make no significant impact on firm value. Nevertheless, this finding is inconsistent with the findings of some prior researchers such as Liebenberg et al., (2003) and Kinyua et al, (2015) , who find that ERM supportive internal environment has a positive and significant impact on the firm performance. The second hypotheses (H2) presume that risk aligned objective setting has a positive impact on the firm performance. The regression coefficient indicates there is a weak positive relationship between the OS and return of equity nevertheless the relationship is not significant (p= 0.233 which is greater than 0.05). So the researcher has no enough evidence to conclude that risk aligned objective setting has a positive impact on firm performance. This result is consistent with Rao et al. (2007) where their survey of executives and managers reveals that there is dissatisfaction with the link between ERM and strategy setting. Nevertheless, as far as the findings of
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Liebenberg & Hoyt, 2003; Beasley et al. 2005 and Pegach & Warr, 2011 , are concerned, this result contradicts with their findings that confirm ERM has a positive and significant impact on firm performance. The third hypothesis (H3) hypothesize that the event identification (EI) has a positive impact on firm performance. According to Beasley et al. (2008) who assert that effective ERM implementation will let the organizations to foresee the risky events could result, minimizing business surprises and volatility in return which contributes a firm towards enhancing the value of a firm. But the regression results of this study reveal that event identification has a negative, but not significant (p value .504 is greater than 0.05) impact on firm performance. Fourth and fifth hypotheses postulate that risk assessment (RA) and risk response (RR) has a positive impact on firm performance respectively. The regression coefficient for RA shows that risk assessment has weak negative impact on return on equity. Since the p value .032 which is less than 0.05 cut off, researcher can conclude, at 95% confidence level, that risk assessment has negative impact on the firm performance. The p value of risk response is .976 which is well above the cutoff 0.05 implies that there is no statistical impact of risk response on firm performance. So, the researcher has no enough evidence to conclude that a risk response has an impact on the firm performance. This result supports the freewheeling opportunists' theory of strategic management who do not greatly rely on strategic planning and risk management. Instead, they identify market opportunities as they arise and take corrective and remedial actions for risky events as they are emerging Steffan (2008) .
With respect to the rest of the hypothesis (H6, H7 and H8) the corresponding internal controls, information & communication and monitoring of ERM functions related) related p values are greater than 0.05. So, there is no statistically significant impact of control activities, information & communication and monitoring functions on the firm performance. In this context, this study has no enough evidence to conclude that those ERM functions have a positive impact on the firm performance. These findings are contradictory with the theoretical expectation that improved control activities have a positive impact on the firm performance by way of increased efficiency and effectiveness. Improved control activities are usually expected to bring improved efficiency and effectiveness yielding a positive impact on firm performance. Nevertheless, empirical evidence of this study finds it's opposite. This interesting finding supports suggest that increased controlling, monitoring and supervision functions related costs could exceed the expected benefits that could be derived from those functions making a negative impact on firm value. This interesting finding induces the corporate managers and professionals to carefully evaluate the cost-benefits considerations of adopting ERM on firm performance, since the cost of implementing and maintaining an expensive ERM system might outweigh the expected incremental benefits of implementing an ERM system. Karunaratne / International Journal of Research in Business and Social Science, Vol 6 No 6, 2017ISSN: 2147-4486 Peer-reviewedAcademicJournalpublishedby SSBFNET withrespecttocopyrightholders.
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The objective of this study is to explore and empirically verify as to whether the adoption of the ERM has an impact on the performance of the listed companies in the banking & finance, insurance, diversified, manufacturing, food & beverage and pharmaceutical industries of Sri Lanka. The empirical evidence reveals, among the six industries considered for the study, the insurance industry has the most advanced and well matured ERM system as the leading ERM adopters in Sri Lanka. Thirty seven percent of the respondents from the insurance industry are of the view that their insurance firms adopts a matured ERM system. To the contrary, 27 percent of the respondents from the banking and finance industry stated that their organizations adopt a matured ERM system, securing its position as the second best ERM adopters in Sri Lanka. Diversified industry is ranked as the third best ERM adopters in Sri Lanka and approximately 18 percent of the respondents of the diversified industry are of the view that their organizations have a matured ERM system. The extent of the adoption of ERM practices of the observing companies was assessed by using the ERM integrated framework of the committee of sponsoring organizations of the Treadway Commission of the USA. This study finds, except for control activities, none of the key ERM functions, suggested by the COSO's ERM integrated framework, has a significant impact on firm performance. Internal environment, objective setting, and information & communication indicated a positive impact on the firm performance. Nevertheless, none of those relationships were statistically significant. Further, statistics reveal that firms' risk responding strategies have no impact on the industrial financial performance. Surprisingly, monitoring of ERM functions has a weak negative, but not significant impact on the firm performance. These findings of the study are contradictory with the theoretical expectation of adoption of ERM practices has a positive impact on firm performance confirmed by Beasley et al. (2008) , Hoyt et al. (2010) , Pegach et al. (2011 ), Bouaziz (2012 , Stanley (2011 ), Mountiho (2012 and Najjar (2015) . Nevertheless, this empirical evidence supports and consistent with some other researchers, such as, Papee et al. (2010), Quon et al. (2012) Otieno (2012), Tahir et al. 2011 and Li et al. (2014) their findings fail to support the theoretical expectation that ERM has a positive impact on firm performance. In particular, according to Pagach et al. (2010) , in their study on "the effects of ERM on firm performance", their results fail to support the proposition that ERM is value creating. Thus, the results support the opponents of ERM who perceives that the ERM incurs a significant cost to the firm by consuming both time and other resources. In, conclusion, we recommend that the corporate managers should not heavily invest in an expensive ERM system as a strategic approach to risk management for long term value creation. Nevertheless, researcher emphasizes the fact that the economic state of the country, during the period within which study was carried out, represents more or less a stable state of the economy. It would be interesting to research as to how the adopters and non-adopters of ERM would maintain their financial performance during economic and financial crisis period. So, future researchers are advised to explore as to whether the ERM adopters can cope with economic and financial crisis more comfortably than the none-adopters of ERM.
